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Precariously Balanced Budget —An Analysis 


By Herbert J. Miller 


Executive Director, Tax Foundation, Inc. 


A of the Federal budget for the fiscal year 1960, submitted by the President to Con- 
gress on January 19, reveals both plus and minus factors which members of Congress, and 


citizens, should weigh carefully. 


The budget contains heartening proposals to in- 
voke the basic and permanent mandate to make 
responsive government responsible government. It 
translates this mandate by providing: (1) a surplus of 
revenue as distinguished from a $12.9 billion esti- 
mated deficit in the current fiscal 1959; (2) a $3.8 
billion reduction in expenditures from the anticipated 
total for the current year; (3) assumption by the state 
and local governments and individuals of their proper 
responsibilities, as against reliance upon the Federal 


nificant progress toward fiscal responsibility, there re- 
main such disturbing features as: (1) a recommenda- 
tion for another increase in the statutory debt limit in 
the months immediately ahead; (2) a level of spend- 
ing in fiscal 1960 for non-protection programs almost 
$10 billion above that in fiscal 1954; (3) a mammoth 
total of $8.7 billion in supplemental appropriations 
and other budget authorizations for the current fiscal 
1959; and (4) necessity for increasing and extending 
some taxes. 





government; (4) responsible 
cost accounting for special 
services performed by the 
Federal government; (5) dis- 
continuance of temporary 
programs for which emergen- 
cies have passed; (6) steps 
toward improved budget pro- 
cedure permitting better an- 
nual control of expenditures 
by Congress, in the frame- 
work of an overall fiscal pol- 
icy embracing revenues and 
debt; and (7) a recommenda- 
tion for authority to the Exec- 
utive to veto or reduce items 
in appropriation bills or in 
legislative authorizations for 
expenditures which bypass the 
appropriation process. 


| Ce While recognizing this sig- 


This Issue In Brief 


While there are “heartening” pro- 
posals in the new Federal budget, there 
yet remain in it “disturbing” features. Not 
the least is a projected “non-protection” 
spending level almost $10 billion above 
fiscal 1954. 

“It is feasible” says Mr. Miller in this 
Review “to reduce Federal expenditures. 
Officials do not lack knowledge of where 
to make reductions. It requires rather 
judgment, courage and determination; 
and in this citizens must share and accept 
responsibility.” 

The “precarious” $70 million surplus 
can only be achieved, this budget analysis 
notes, through favorable action by Con- 
gress on Presidential proposals involving 
both revenues and spending. 

“Failure of Congress to concur in these 
recommendations—or even some of them— 
could easily upset the budget balance” it 
warns. 





In the light of these disturb- 
ing elements in the fiscal situ- 
ation, it is the more urgent 
that full consideration be 
given in Congress to the Pres- 
ident’s legislative proposals 
for long-range economies 
through ‘adapting programs 
to changed circumstances.’ 


It is feasible to reduce Fed- 
eral expenditures. Officials do 
not lack knowledge of where 
to make reductions. It re- 
quires rather judgment, cour- 
age, and determination; and 
in this citizens must share and 
accept responsibility. 


It is difficult to understand 
charges that this budget is un- 
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realistic on the ground that its expenditure proposals 
are inadequate in response to needs. It is in fact liberal 
in its responsiveness. Only a year and a half ago, in 
response to widespread evidence that people wanted 
reductions in expenditures, taxes, and debt, the target 
for spending in the current fiscal year (1959) was 
officially set at $70 billion. Then came Sputnik and 
the recession and that total was increased to $74 bil- 
lion with submission of the budget a year ago. Now it 
is estimated that expenditures this year will be nearly 
$81 billion. Thus, the $77 billion proposed for fiscal 
1960 is $3 billion more than the amount budgeted 
originally for the present year, even though the eco- 
nomic downturn is fast becoming history. 


The burden of proof as to the responsible character 
or details of this new budget now rests upon those 
who disagree with it. It would be more responsible 
disagreement if those who want more money spent on 
certain programs would suggest others in the budget 
which should be reduced to compensate for such in- 
creases; or would present specific ways to obtain the 
added revenues necessary to finance them — and with- 
out sweeping this added burden under the rug for 
someone else to pay. 


Some of the highlights of the President's budget 
message, and of the Federal fiscal picture which this 
significant document presents, are given in the follow- 
ing review prepared by the Washington staff of Tax 
Foundation, Inc. 


The precarious balance of the fiscal 1960 Federal 
budget — forecasting $77,100 million in revenues, 
$77,030 million in expenditures, and a bare “surplus” 
of $70 million—is achieved in the President’s presen- 
tation largely through the assumption of favorable 
action by the Congress on many proposals, involving 
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BUDGET SUMMARY — FISCAL YEARS 1958 TO 1960 





(In billions) 
1958 1959 1960 
actual estimate estimate 


New obligational authority... $ 76.3 $82.4 ($73.7 en- $ 768 
acted last year; 
$8.7 additional 


requested) 
Budget receipts 69.1 68.0 77.1 
Budget expenditures 71.9 80.9 77.0 
Budget surplus (+-) or 
deficit (—) .................. —2.8 —12.9 +.] 
Public debt at 
close of year ................ 276.3 285.0 285.0 





both revenues and spending. Failure of Congress to 
concur in these recommendations—or even some of 
them—could easily upset the budget balance. 


Revenues and Expenditures 


On the revenue side, the totals assume continuation 
of expiring corporate income and excise taxes, yield- 
ing $2.1 billion; an increase from 3 to 44% cents per 
gallon in the tax on gasoline, to yield for the highway 
trust fund $690 million additional in fiscal 1960, and 
nearly $900 million in later years — and without which 
a deficit of $241 million in that fund in fiscal 1960 
would be charged to the budget; a similar increase in 
the tax on aviation fuel, and a new 412 percent tax 
on jet fuels, both to remain in the budget to help 
finance the aviation program; a revision of taxes on 
life insurance companies, to yield an additional $200 
million; and revision of taxes on cooperatives and on 
depletion allowances on mineral products, to yield 
together about $50 million. 


In addition, various devices are used to supplement 
appropriated funds. Defense appropriations are sup- 
plemented by $340 million through transfers of ex- 
cess amounts in revolving and management funds. The 
Federal National Mortgage Association and the Ex- 
port-Import Bank are expected to finance their re- 
spective programs, totaling more than $550 million, 
by sale of obligations now held by them — in part by 
exchange for government bonds, which would then be 
cancelled. 


On the spending side, the reduction of $3.8 billion 
in estimated budget expenditures in fiscal 1960 from 
fiscal 1959, gives ar impression of greater curtailment 
of permanent programs than is actually the case. This 
amount reflects the adding—or moving up—of $1,375 
million for the International Monetary Fund to the 
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fiscal 1959 total. It includes a reduction in the postal 
deficit, assuming greater revenues from a proposed 
$350 million increase in postal rates. It reflects the 
termination of non-recurring programs such as the 
special mortgage purchase program of last year’s 
emergency housing bill, the temporary unemployment 
compensation program, retroactive pay increases, and 
abandonment of the soil bank acreage reserve. 


Reductions of this character, however, are balanced 
to a considerable extent by increases in such items as 
interest on the public debt — up $500 million — new 
space and education programs, atomic energy, avia- 
tion programs, and veterans’ pensions. Military costs 
are increased by $145 million, but the major national 
security group, which includes foreign military assis- 
tance, atomic energy, and stockpiling, shows an over- 
all decrease of $315 million. 


In spite of reductions from fiscal 1959, it is shown 
in the tabulation on budget expenditures by functional 
and purpose groupings that total budget expenditures 
in fiscal 1960 are estimated at $9.3 billion more than 
in fiscal 1954; expenditures for “civil benefits” are 
$7.7 billion higher than in that year; and those for all 
non-protection programs are almost $10 billion 
higher than in fiscal 1954. The total for “protection,” 
— which includes major national security and inter- 
national affairs — is about $700 million less than in 
fiscal 1954. 


In this “protection” category, expenditures for 
major national security programs are almost $1.1 bil- 
lion below fiscal 1954, with expenditures for inter- 
national programs showing an increase of almost $400 
million over that year. However, when compared with 
the fiscal 1955 “low” of $40.6 billion for major na- 
tional security expenditures, the projected fiscal 1960 
expenditures represent a significant increase of $5.2 
billion for defense and related programs. 


For the various functional budget groupings which 
are combined to include all “civil benefit” programs — 
veterans, labor and welfare, agriculture, natural re- 
sources, and commerce and housing — expenditure 
reductions are estimated for fiscal 1960, below the 
current year, except in the case of natural resources, 
which shows a very slight increase. 


Proposals for Long-Range Economies 


Significant long-range economies are possible of 
accomplishment, if Congress will give favorable con- 
sideration to major recommendations set forth in the 
President’s budget message, designed to revise certain 


statutory programs to adapt them to present-day con- 
ditions. 


Briefly, these proposals include: (1) expansion of 
non-Federal participation in a large number of pro- 
grams, including urban renewal, flood control, school 
aid in Federally affected areas, waste treatment con- 
struction, vocational education, public assistance, and 
disaster relief, (2) encouragement of more private 
financing through flexible interest rates in such credit 
programs as veterans’ housing loans, rental, military, 
and cooperative housing mortgages, rural electrifica- 
tion and telephone loans, college housing loans, and 
maritime mortgages, (3) revision of outmoded farm 
price support laws to reduce the burden on the Treas- 
ury and hasten needed adjustments in agricultural pro- 
duction, (4) revision of veterans’ laws to modernize 
the benefit program in the light of social developments 
and changes, (5) reappraisal of the system of sub- 
sidies for construction and operation of ships of the 
American merchant marine, and (6) reduction of the 
burden on the general public for services to special 
groups by increases in postal rates and adequate 
charges upon beneficiaries of various other services. 


Reform in Fiscal Procedures 


The President’s budget message is particularly note- 
worthy in its unusual stress upon the need for reforms 
in existing fiscal procedures. The President notes that 
a beginning is made in the fiscal 1960 budget toward 
a limitation upon accrued expenditures, as authorized 
in a law enacted in the last session. Such limitations 
are imposed in six appropriation accounts scattered 
among the Coast Guard, the General Services Admin- 
istration, the Veterans’ Administration, and the Pan- 
ama Canal Zone Government. 


Further, the President expressed hope that Con- 
gress “will again consider ways by which it can more 
effectively overcome the diffused consideration which 
results from separate appropriation bills, the provision 
of new obligational authority outside of the appropria- 
tions process, and the separate deliberations on reve- 
nue bills and the debt limit.” He recommended the 
enactment of legislation to provide authority for veto 
or reduction of items in appropriation bills and in bills 
authorizing expenditures outside the appropriation 
process. 


The Budget Director, the President said, “is under- 
taking studies of the various weaknesses and incon- 
sistencies mentioned herein to determine the most ap- 
propriate courses of action. Corrective recommenda- 
tions will be made to the Congress as needed.” 
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BUDGET EXPENDITURES BY FUNCTIONAL AND PURPOSE GROUPINGS WITH CHANGES FROM FISCAL 1954 AND 1959 




















(in millions) 
1954 1955 1958 1959 1960 Change 1954 Change 1959 
actual actual actual est. est. to 1960 to 1960 
Major national security ....... $46,904 $40,626 $44,142 $46,120 $45,805 $—1,099 $ —315 
international affairs .......... 1,732 2,181 2,234 3,708 2,129 +397 —1,579 
PROTECTION (grouping by pur- 

Ge Ss. ew a Bes 48,636 42,807 46,376 49,828 47,934 —702 —1,894 
I a a i is os eee 4,256 4,457 5,026 5,198 5,088 +832 —110 
Labor and welfare........... 2,485 2,575 3,447 4,380 4,129 + 1,644 —251 
EES 9 ie aaa 2,557 4,389 4,389 6,775 5,996 +3,439 —779 
Natural resources ........... 1,315 1,202 1,543 1,708 1,710 +395 +2 
Commerce and housing ........ 817 1,504 2,109 3,509 2,243 + 1,426 —1,266 
COPT EPOENTES oe ccs ieee eee 11,430 14,127 16,514 21,570 19,166 +7,736 —2,404 
GENERAL GOVERNMENT ..... 1,235 1,199 1,356 1,673 1,735 +500 +62 
RE ic te 5 Ps wk rls 6,470 6,438 7,689 7,601 8,096 + 1,626 +495 
Allowance for contingencies .. . 200 100 +100 —100 
Total in non-protection groups.. 19,135 21,764 25,559 31,044 29,097 +9,962 —1,947 
Total budget expenditures ..... 67,772 64,570 71,936 80,871 77,030 +9,258 —3,841 





Debt Limit Problem 


The President’s fiscal 1960 budget, while showing a 
balance between income and outgo for the year com- 
mencing July 1, 1959, forecasts for that date a debt of 
$285 billion, of which $284.67 billion is subject to 
the statutory limitation. This total is well within the 
present temporary limit of $288 billion but is $1.67 
billion above the permanent ceiling of $283 billion, 
effective on that date. 


The budget message asserts, however, that the 
financing of the $12.9 billion deficit of the current 
fiscal 1959 would make it necessary “to renew the 
request made during the past session of Congress for 
a permanent debt ceiling of $285 billion and, further, 
to seek an increase in the temporary debt ceiling suffi- 
cient to cover heavy borrowing requirements during 
the first half of the fiscal year 1960, borrowings which 
would be repaid before June 30, 1960.” 


The statutory debt limit was increased twice in laws 
enacted in the last session of Congress. In the first law, 
approved February 26, 1958, the debt limit was tem- 
porarily increased by $5 billion for the period until 


June 30, 1959. This had the effect of raising the limit 
from $275 billion to $280 billion for that period. In 
the second law, approved September 2, 1958, the per- 
manent limit was increased from $275 billion to $283 
billion. The language of the earlier law was not 
changed, with the result that the temporary limit until 
June 30, 1959, became $288 billion. 


The proposed increase in the debt above the present 
ceiling could be averted by rejection, reduction, or de- 
ferment of some of the items in supplemental budget 
requests for fiscal 1959, by greater use of devices for 
financing programs outside the budget, or by a wind- 
fall of revenues in the remaining months of this fiscal 
year above present estimates. 


The supplemental requests aggregate the enormous 
total of $8.7 billion, of which at least $2.8 billion 
would be reflected in actual budget expenditures in 
fiscal 1959. The Appropriations Committees and 
other groups, within and outside Congress, are certain 
to scrutinize these supplemental items with unusual 
care. Of the $8.7 billion, however, $5.4 billion is in 
spending authority outside the jurisdiction of the Ap- 
propriations Committees. 








